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SUBJECT: Elimnate M nimum Franchi se Tax/ Reduce 10% a year until $0

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED December 7, 1998, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

This bill would provide that the $800 m ni num franchi se tax woul d be reduced by
10% ($80) for each income year beginning on or after January 1, 1999, and woul d
be reduced by 10% ($80) for each succeeding nine incone years until no m ni num
franchise tax is inposed thereafter.

In addition, this bill would reduce the prepaynent to the Secretary of State for
qual i fied new corporations from $300 to $0.

SUMVARY OF AMENDMENT

The March 10, 1999, anendnents elimnated the earlier provisions of the bill that
woul d have repeal ed the m nimum franchise tax and the prepaynent to the Secretary
of State. Instead, the amendments would reduce the m ni nrum franchi se t ax,

i ncluding the reduced mnimum franchi se tax for “qualified new corporations,” by
10% f or each i ncome year beginning on or after January 1, 1999, until the m ni num
franchi se tax was $0.

In addition, the amendnments woul d reduce the prepaynent to the Secretary of State
for qualified new corporations from$300 to $0, for income years begi nning on or
after January 1, 2000. The anendnents al so added | anguage regardi ng General Fund
revenue forecasting. This analysis will not address this |anguage as it does not
i npact the departmnent.

The Effective Date, Legislative Hi story, Program H story/Background, the existing
| aw di scussion in Specific Findings, and Position in the departnment’s anal ysis of
SB 42 as introduced Decenber 7, 1998, still apply. Additional Specific Findings
have been provided below, as well as new I npl enentati on Consi derations and
Revenue Esti mate.
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SPECI FI C FI NDI NGS

This bill would reduce the m ni mum franchise tax, including the reduced m ni num
franchi se tax of $500 for “qualified new corporations,” by 10% for each incone
year beginning on or after January 1, 1999, and would continue to reduce the

m ni num franchi se tax for the followi ng nine income years until the m ninum
franchi se tax was $0.

This bill would provide that once the m nimumfranchise tax is reduced to $0, no
m ni mum franchi se tax would be i nposed for any inconme year thereafter.

Also, this bill for income years beginning on or after January 1, 2000, would
reduce the prepaynent to the SOS from $300 to $0.

| npl ement ati on Consi derati ons

It is the author’'s intent that this bill reduce the m ni mum franchi se tax,

i ncluding the reduced m ni num franchi se tax of $500 paid by “qualified new
corporations,” by 10%for each incone year beginning on or after January 1,
1999, and that the mninum franchi se tax be reduced by that same anount ($80
or $50 for the reduced m nimum franchise tax) for each of the nine follow ng
i ncone years. However, the bill as witten nay be read as providing that
the m ni mum franchi se tax for each inconme year be reduced by 10% of the
anount for each previous incone year. As a result, this bill my not

reflect the author’s true intent.

Also, it is the author’s intent that this bill reduces the annual fee paid
by limted partnerships, limted liability partnerships, and limted
liability companies. This fee by reference is $800, the same anobunt of the
m ni mum franchi se tax, but because of the nature of the reference to m ni nrum
franchi se tax section, the current version of this bill would not reduce the
annual tax for these entities. Therefore, this bill would need additi onal
amendnents to provide for the author’s intent.

Departnent staff is available to assist the author with drafting amendnents
for the inplenentati on concerns above.

Because reducing the m ninumfranchi se tax would apply to i ncome years

begi nning on or after January 1, 1999, refunds would need to be nmade to any
banks or corporations that have already paid the mnimum franchi se tax.
Processing refunds would be a minor inpact to the departnment which could be
avoi ded by specifying an operative dated of January 1, 2000.

By reducing the mnimum franchi se tax by 10% for 10 successive years, this
bill would require the departnent to nmake repeated changes to forns,
comput er prograns, etc. However, these changes could be incorporated in
each year’s annual updat es.

The amendnents addressing the prepaynent to the SOS provide for a paynment of
$800 on the due date of its return if a corporation’s gross receipts exceed
the anounts specified. This bill does not parallel the stepped reductions
provided by the bill in the mnimmtax section
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Departnent staff is available to assist the author with clarifying that the
t axpayer would be liable for the mninmumtax in effect during the incone
year of the determi nation

Tax Revenue Esti mate

The revenue estimate provided is based on the author’s intent that the

m ni mum franchi se tax and annual fees would be reduced by 10% ($80 for the
m ni num franchi se tax or $50 for the $500 reduced m ni num franchi se tax paid
by “qualified new corporations”) for taxable years beginning on or after
January 1, 1999, and before January 1, 2000, and further reduced by those
same anmount annually for the followi ng nine years until the m ni num
franchi se tax woul d be $0.

The revenue | osses under the Bank and Corporation Tax Law are estinmated as
fol |l ows:

Effective Wth Incone Years Begi nning on or After January 1, 1999
Assunmed Enactment After June 30, 1999
Fi scal Year
(in mllions)

1999- 0| 2000-1| 2001-2 | 2002-3 | 2003-4 [2004-5|2005-6|2006-7|2007-8 2008-9

($85) |($100) | ($135) | ($170) | ($210) |($250) |($280) |($320) | ($350) | ($365)

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Revenue Estimate Di scussion

Revenue | osses woul d depend on the nunber of corporations (including limted
partnerships and Iimted liability conpanies) subject to the m ninumtax
each year.

It is projected that for inconme years beginning in 1999 approximtely

400, 000 corporations (including subsidiaries) and approxi mately 85, 000
limted partnerships and |imted liability conpani es would benefit fromthe
m ni mum tax reduction. Estimtes above al so include the repeal of the $300
Secretary of State fee at the time of incorporating for approximtely 17,500
new y fornmed businesses with less than $1 million in gross receipts each
year.
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